Introduction
Recently, the World Bank and IMF have been more interested in understanding whether foreign aid inflows from multilateral or bilateral donors have catalyzing effect on the crowd out effect to FDI [1] . Yet, very few studies have empirically examined the impact of foreign aid to FDI to developing countries especially the East African community members (EAC).
For long time foreign aid has become an important source of external finance to the African economics. Foreign aid as an important source of inflows especially in Africa, on average, it accounts for 12.5 percent of total GDP in Africa [2] . On the other hand, recently due to the more economic integration and promotion of open economic policies, FDI has become a second source of external finance. From this fact it is important to look for the relationship of these two variables.
According to several literatures, foreign aid has different impact of economic growth. Firstly it is argued that, foreign aid can improve the domestic infrastructures to the recipient countries [3] . Since the increase in foreign aid would necessitate marginal productivity of domestic capital thus will stimulate more FDI inflows. However, it is also argued that, when foreign aid come in the form of physical capital would increase in capital accumulation in the domestic economy as results crowd out FDI [4, 5] .
Furthermore, foreign aid can be used to finance budget deficits and profit outflows from FDI, as results will attract more FDI [3] . On the other hand, the increase in foreign aid can increase the supply of tradable goods and results to lower price of goods in domestic economy. From this fact, the profit of FDI would diminish due to low price of goods thus FDI will decrease or crowded out (Some time this act is tremed as "dutch diseases").
The criteria for selecting to study the EAC members are as follows lies in the argument that, the trend of foreign aid, FDI and their ration to GDP are increasing rapidly since late 1990s (Figures 1 and 2) . Furthermore, the EAC members are still in the process of monetary union and political federations by 2015. From this fact, the clear and appropriate policies are needed on the determinants of macroeconomic performance of these countries. Not only that but also according to millennium development goals (MDGs), EAC members considered as poorest countries in LDCs by the World Banks. In that sense, they receive higher aid inflows in the sense that, would help to reduce levels of poverty, budget deficits and improve the social economic well-being by 2015.
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In te rn a ti o na l Jou rn a l o f E co nomic s & M a n ag ement S c ie n c es ISSN: 2162-6359 study used three unit roots test to test whether variables are stationary these tests including Augmented Dickey fuller [13] test (ADF) Philips and Perron. The standard test of ADF and PP test both relied on the null hypothesis that there is unit root, and thus they are not powerful for the alternative hypothesis [14] . From this fact, we use KPSS test which assumes that the null hypothesis of a series are stationary. Thus the KPSS test is suggested to eliminate near unit root process which cannot be detected in ADF and PP test. The method uses to test for Co integration is a Johansen and Juselius approach [15, 16] . If variables are cointegrated we use a vector error correction term (VECM) to test for the long run and short run causality.VECM model will be specified in the following form: 
For Equation 1 up to 4, INBAID Implies bilateral aid, INMAID implies multilateral aid. For other variables and symbols as previously defined. From the equations above ECMs' is error correction terms lagged one year period. This help to differentiate between "short run" and "long run "causality. When ECM is negative and significant we conclude that there is long run causality. This is measured through the significance of the t test of ECM. The significance of the lagged changes of all independent variables (
) implies that there is short run causality. This test is performed through the significance of the F-test. However, if the variables are not Co integrated, then the Granger causality test will be conducted in first difference VAR without including the ECM In the equations.
This study used annual data with the spanning from 1970 until 2010. The data collected is as follows, Uganda (1970 Uganda ( -2010 , Burundi (1970 Burundi ( -2006 , Kenya (1970 Kenya ( -2010 ), Rwanda (1976 Rwanda ( -2010 . The data collected from UNCTAD online database key indicators and World's Bank indicators (WDI). Table 1 provides the descriptions of the variables and data source.
Analysis and Discussions

Unit root tests
The results of unit root tests are presented in Tables 
Literature Reviews
Very few literatures investigated the impact of foreign aid to FDI. This part presents the discussion of the previous empirical literatures. Karakaplan [7] argued that, found that foreign aid do not have any impact to FDI instead, financial development and good governance should be promoted to attract more FDI. Furthermore, Harmz and Lutz [3] supported Karakaplan [7] , by suggesting that foreign aid does not have any impact to economic growth. In contrast, Blaise [8] found positive impact of aid to FDI in Japan. However, they pointed that aid has significant impact to FDI, when countries have unfavorable environments or when private investors faces heavy regulatory restrictions. All literatures of [3, 7, 8] used same proxies of total value of aid and FDI in their analysis.
Furthermore, Kosack and Tobin [9] supported Karakaplan [7] and Harmz and Lutz [3] by suggesting that, foreign aid does not have an impact to marginal productivity in host country since most of aid inflows are in the form of government budget deficits and human support. Simultaneous to that, Caselli and Feyrer [10] argued that foreign aid in most African countries substitute FDI rather than complement it. In supporting these results, Arellano et al. [11] pointed that, foreign aid substitute FDI in the host country.
Moreover, Kimura and To-do [12] after using a gravity model to investigate the impact of aid to FDI in Japan. He found that foreign aid does not attract FDI. This is indicated major difference with the results of Blaise [8] who did the same analysis in Japan.
In general, Kimura and Todo [12] supported the results of Karakaplan [7] , Kosack and Tobin [9] and Harmz and Lutz [3] . Furthermore, Changsheng Xu et al. [4] suggested that, foreign aid in the form of human capital and infrastructure causes FDI in Bangladesh, India and Sri Lanka. On the other hand, they found that aid in the form of physical capital causes FDI only in India. On the other side, suggested that FDI causes aid of human capital and infrastructure only for Bangladesh. Generally, they found that aid is complement factor for FDI in five Asian countries.
Methodological Issues
The study uses time series data therefore we have to ensure that all time series technique are met before final conclusion. Therefore, the In any conflicting results, we also assume that, variables are not stationary at levels, because most of the macroeconomic variables were found to have a unit root problem at their level form. The results in Tables 2 and 3 present the results of unit root test in level form. After values for Kwiatkowski et al. [14] is given is given by Kwiatkowski et al. [13] . Special attention has been given in the process of lag length selection, so as to ensure the disturbance terms are white noise. In this consideration, we use the Schwarz Criterion method is used to select the appropriate lag length which is selected automatically using Eviews 7.
TREND OF FDI TO EAC MEMBERS
Each test among these three tests has advantages and disadvantages at different circumstance. For example the standard test of ADF and PP test fails to detect the structural break that is common in time series moving average. From this fact, we assume that variables are not stationary at level or my (0), once it is accepted for all three tests in 
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Multivariate cointegration analysis
Before, estimating the long run relationship between Foreign aid and FDI we have to ensure that all variables in the system have Co movement towards long run equilibrium. The optimal lags selected we rely on two information criteria Akaikes and Schwarz criteria. The lag selected for each country are in brackets, Rwanda (2), Uganda(1), Burundi(2) and Kenya (1). The Co integration test was estimated in the system of six variables, namely, FDI (LFDI), economic growth (LGDP), bilateral aid (LBAID), Multilateral aid (LMAID). For six variables included, the maximum Co integrating relationship is utmost five. 
From
Vector error correction model (vecm) and granger causality
As we have said earlier within VECM model we can estimate the long run and short run relationship among the variables. After having found the long run relationship between FDI and Foreign aid now, here again we consider the short run interaction among the bilateral aid, multilateral and FDI inflows.
However, we include other important variables like economic growth, domestic investment and human capital. The lag was selected using AIC and Schwarz Criterion. The results are presented in Tables  10-13 . The results of error correction terms (ECTs) shown by the t statistics value whilst Granger causality is shown by Chi square statistics. For the diagnostic test most of the results show that our models are free from serial correlation and normally distributed.
In the case of Kenya, in Table 10 results show that, error correction term of bilateral aid (LBAID) and economic growth (LGDP) are significant at the five percent level of significance. This implies that, they make the adjustment towards long run equilibrium, after any short run deviations. For remaining variables do not make adjustment for any shock in the model. The results show that, at the five percent level of significance, bilateral aid (LBAID) Granger cause exports (LEXP). On the other hand, bilateral aid (LBAID) causes multilateral aid (LMAID) at ten percent level of significance. We also found that, economic growth granger causes exports.
In the case of Rwanda (Table 11 ) the error correction term of multilateral aid (LMAID) and domestic investment (LDI) and export are significant at the five percent level of significance. Any short run deviations from the long run, those variables which are significant will make a correction in the next period and the model will return to the equilibrium. In this model, we found that, all variables including bilateral and multilateral aid granger cause FDI. Multilateral aid LGDP (economic growth), LFDI (FDI), LBAID (bilateral aid), LMAID (multilateral aid), LEXP (export), LDI (Domestic investment), LPOP (labor force). * and ** refers to significant at 5 and 10 percent level respectively. Number in ( ) implies the optimum lag selected by both AIC and Schwarz Criterion LGDP (economic growth), LFDI (FDI), LBAID (bilateral aid), LMAID (multilateral aid), LEXP (export), LDI (Domestic investment), LPOP (labor force). * and ** refers to significant at 5 and 10 percent level respectively. Number in ( ) implies the optimum lag selected by both AIC and Schwarz Criterion LGDP (economic growth), LFDI (FDI), LBAID (bilateral aid), LMAID (multilateral aid), LEXP (export), LDI (Domestic investment), LPOP (labor force). * and ** refers to significant at 5 and 10 percent level respectively. Number in ( ) implies the optimum lag selected by both AIC and Schwarz Criterion. (LMAID) Granger causes export and economic growth. We also found that, domestic investment (LDI) granger cause bilateral id (LBAID).
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On top of that, Uganda (Table 12 ) economic model shows that, error correction terms of the normalized variables (LFDI) are significant implies the presence of long run causality from all variables in the system including bilateral (LBAID) and multilateral aid (LMAID). Furthermore, the error correction term of economic growth (LGDP) and bilateral aid (LBAID) are significant at five and ten percent level of significance level. This implies that, all variables make adjustment to the long run, for any shocks in the short run. The results show that, only bilateral aid (LBAID) causes economic growth (LGDP).
On the other hand, we found that, multilateral aid (LMAID), foreign direct investment (LFDI) both Granger cause bilateral aid (LBAID). In turn, multilateral aid (LMAID) Granger causes bilateral aid (LBAID). This indicates that, both bilateral and multilateral aid, in the short run; they are dependent on their performance (Table 13) . On the other hand, the results show that FDI (LFDI) causes export growth in the short run.
On the other hand, in Burundi, the results of error correction term show that, FDI (LFDI), bilateral aid (LBAID) and domestic investment (LDI) significantly make adjustments in equilibrium for any short run deviations. On the other hand, in the short run we found that, economic growth (LGDP), Granger cause bilateral aid (LBAID). Moreover, economic growth (LGDP), bilateral aid (LBAID), domestic investment (LDI) Granger causes exports. Furthermore, in the short run FDI, export, bilateral and multilateral aid Granger causes domestic investment (LDI).
Generally, for all countries we found that bilateral aid and multilateral aid cause FDI in two countries out of four namely Burundi and Rwanda. These results are supported by Changesheng Xu et al. [4] and Blaise [8] . This implies that the increase in foreign aid would stimulate more FDI through alleviating the constraints of FDI such as poor infrastructures and increasing more access of finance. On the other hand we found that, FDI granger cause bilateral aid in Rwanda Notes: Asteriks * and ** refers to significant level at five (5) and ten (10) significant level. Numbers in ( ) and [ ] refers to chi square value and t statistics respectively. AR (1) refers to autocorrelation test at order one. JB refers to Jaque bera normality test. which implies that the increase in FDI would stimulate more familiarity between host countries and donors which results to more FDI inflows [17] .
On the other hand we found that foreign aid both bilateral and multilateral aid do not support FDI in Kenya and Uganda. These results conform to the results of Karakaplan [7] , Harmz and Lutz [3] ; Kimura and Todo [12] . This implies that, the increase in foreign aid in these countries would not support FDI inflows; instead the government has to rely on alternative factors to increase FDI. In general the results are summarized in Table 14 .
Conclusion
Recently, the World Bank and IMF have been more interested in understanding whether foreign aid inflows from multilateral or bilateral donors have catalyzing effect on the crowd out effect to FDI [1] . Yet, very few studies have empirically examined the impact of foreign aid to FDI to developing countries especially the East African community members (EAC). From this fact, the main intention of this research is to analyze the role of foreign aid to FDI inflows in EAC members.
Several literatures found mixed results concerning the impact of foreign aid to FDI. However at large extent, they found that, foreign aid does not have any impact to economic growth. Given that, FDI and foreign aid inflows are the large external source of EAC members it is worthwhile to determine their relationship especially in terms of causality. Using the time series techniques of vector error correction Notes: Asteriks * and ** refer to significant levels at five (5) and ten (10) significant level. Numbers in ( ) and [ ] refers to the chi square value and t statistics respectively. AR(1) refers to autocorrelation test at order one. JB refers to Jaque bera normality test. Generally, for all countries we found that bilateral aid and multilateral aid cause FDI in two countries out of four namely Burundi and Rwanda. This implies that the future FDI inflows in Burundi and Rwanda largely depend on foreign aid inflows. On the other hand we found that, FDI granger cause bilateral aid in Rwanda which implies that the increase in FDI would stimulate more familiarity between host countries and donors which results to more FDI inflows. On the other hand we found that foreign aid both bilateral and multilateral aid do not support FDI in Kenya and Uganda. This implies that, the increase in foreign aid in Kenya and Uganda would not support FDI inflows; instead the government has to rely on alternative factors to increase FDI.
In the future studies, it will be important for the researchers to analyze the relationship between foreign aid and FDI in different branches such as looking the impact of human support aid and physical capital aid to FDI.
